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INTRODUCTION
In 1978, the USA deregulated its domestic airline industry and, in so doing, unleashed
competitive forces that have had impacts on a global basis. With over 15 years of experience to
draw upon and the ability to compare experiences in a range of conditions, the body of
knowledge about airline competition and regulation has become extensive. The general
presumption amongst policy analysts favour competition and a reduction in the involvement
of government in commercial aviation. However, little consideration has been given in the
literature to the circumstances of less developed countries, many of which are under pressure,
both from within the country and from international aid agencies, to make reforms to their
long-lasting aviation arrangements.
The benefits of liberalising airline competition appear to be substantial but there are risks in the
developing country context. Decisions need to be made about the role of the government
airline in a more competitive environment, the desirability of maintaining subsidies to particular
groups, the means for providing those subsidies, what aspects of airline competition to
liberalise, and what regulatory mechanisms to maintain. It is important to recognise that
domestic aviation infrastructure and services remain at an early stage of development in many
less developed countries and civil aviation policy has been framed with a presumption of
natural monopoly or ineffective competition, a weak private sector and a general lack of
resources. The airlines provide vital services to many communities and act as a catalyst to
development in a context where surface transport services are, at best, rudimentary. It is
possible that start-up airlines will fail and, in the process, threaten the viability of the industry.
Yet these countries cannot afford to maintain inefficient airlines, and many have experienced
declining service standards because they have been unable to devote needed resources into the
aviation sector.
The first steps in the lib ralisation process tend be reactive; the main intention being to
overcome resource constraints by allowing private sector airlines to expand available capacity.
At least in the initial stage, it is usual to signal that the government intends to control entry,
capacity and fares, but the particular mechanisms required to achieve this are non-existent or
are unworkable. Also, basic infrastructure and institutional structures remain under-resourced
and weak. An uneasy period is likely to follow as it begins to be appreciated that partial
controls can produce undesirable outcomes and as policy and regulatory mechanisms continue
to evolve.
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This paper illustrates the predicament for policy makers in the developing country context by
describing the situation in Nepal, a country with a relatively small domestic airline system.
Until recently, the government's airline, Royal Nepal Airlines Corporation (RNAC), was the
sole provider of scheduled airline services within this rugged and resource-poor country. The
paper demonstrates the importance of these airline services and the reasons why the
government has adopted a more liberal, pro-competitive aviation policy, and the measures
taken to address the immediate problems. The conclusion is drawn that the current policy is
not sustainable and that challenges lie ahead. It is argued that developments in Nepal are
resulting from pressures being experienced in other less developed countries so that the lessons
that can be learned in Nepal have more general implications.
NEPAL AND ITS PASSENGER TRANSPORT SYSTEM
Nepal is a sovereign, independent Kingdom bordered on the north by the Tibet Autonomous
Region of the People's Republic of China, on the east by Sikkim and on the south and west by
India (Figure 1). The roughly rectangular country, 885 kilometres long and between 145 to
240 kilometres wide, can be divided into three naturally distinct regions. The Himalayan
Region runs the full length of the northern border and has eight summits exceeding 8,000
metres, including the world's highest, Sagarmatha or Mount Everest (8,848 metres).
Approximately two-thirds of the land area is occupied by the Mountainous Region running
adjacent to the Himalayan Region. The alluvial plain running along the border with India, the
Terai, rises from 70 metres to 300 metres above sea level. Less than 30 kilometres wide
throughout nearly its entire length, the Terai occupies 17% of the land area.
This spectacular, and mostly rugged country is home to 19 million residents, the vast majority
of whom are engaged in agriculture in non-metropolitan areas in the hills and in the Terai.
Kathmandu, the capital and the largest city, is situated in a valley within the Mountain (Hill)
Region. Other major cities are Biratnagar (eastern Terai) and Nepalgunj (western Terai).
Though Nepal is a small country, its topography makes it difficult to develop an efficient road
transport system linking these cities to each other and to neighbouring countries, and access
for smaller settlements remains poor. When the first five-year plan was introduced by the
Government in 1957, Nepal had a mere 624 kilometres of road and Kathmandu had no direct
road links with India and Tibet. By 1987, the road network had grown ten-fold, although there
was only slightly more that 4,000 kilometres of paved or gravel roads outside urban areas.
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Figure 1: Regions of Nepal
The roads in the Mountain Region wind their way along river valleys and in many places are
subject to landslides, especially during the monsoon season. The key roads here are the Arniko
Rajmarga from Kathmandu to K dari on the border with the Tibet Autonomous Region, and
the Prithvi Rajmarga linking Kathmandu and Pokhara. This latter highway bifurcates at
Mugling and connects with the main east-west highway, the Mahendra Rajmarga, in the Terai
(see Figure 2). As the road system expands it is likely that there will be less dependence on air
transport and on some of the 43 lic nced airports spread throughout the country. Indeed, there
is evidence of this at some of the well-established airports in the Terai. Wher as airports at
Janakpur, Simara and Bharatpur once provided critical links between Ka hma du and India via
the middle Terai, now most people prefer to travel by road. Road construction continues to
extend new links up river valleys into hill areas, but the alternative to air transport for many
communities continues to be trekking under arduous conditions. In recognition of this, the
government maintains a policy of subsidising air travel by its residents, financed by high fares
paid by tourists; Nepalese and Indian nationals pay anywhere between 10 and 30 percent of the
amounts charged to foreigners.
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FIGURE 2: ROAD AND AIRPORT IN NEPAL
DOMESTIC AVIATION AND TOURISM
Over the fifteen years up to 1988, the growth in the number of foreigners arriving in Nepal by
air averaged 8.1 per cent per annum, but the pattern of growth has been erratic. After rapid
increases in the late 1970's, the market stagnated in the late 1980's.
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Table 1 illustrates how the pattern among key source countries has varied in the decade up to
1990. The trade dispute between India and Nepal in 1989 resulted in a large, but temporary,
fall in the number of visitors, but there have been continued declines in some other important
markets such as the USA and Japan. Overall, the number of foreign visitors increased by 15
percent between 1990 and 1991, almost entirely attributable to the growth in the numbers of
Indian visitors
Table 1: Annual Average Rates of Growth of Visitors by Air to Nepal
Source
Country
1980-87
(%)
1987-90
(%)
1980-90
(%)
Number of
Visitors
1990
France -1.6 7.1 1.0  19,909
Germany 3.0 3.4 3.1  18,565
India 5.4 0.5 3.9 59,764
Italy 4.6 4.2 4.5  11,952
Japan 4.9 -2.6 2.5  15,021
USA 8.4 -6.8 3.6  21,426
UK 8.9 8.3 8.7 23,877
Other 9.1 0.1 6.3 84,371
Total 6.2 0.9 4.6 254,885
Source: Ministry of Tourism (1990).
Nepal has not been as successful as other nearby destinations in Asia in attracting international
tourists and it fills a position as a specialist destination for trekkers, including both backpackers
and agency trekkers, budget trav llers, up-market sightseers and "others", including pilgrims
and mountaineers (Touche Ross 1990). The principal attractions are the mountains, rivers,
wildlife in jungle national parks and Hindu and Buddhist culture with important historical and
religious sites. Despite their appeal, the record of growth in arrivals has been modest and
average foreign earnings per tourist have fallen from US$38 in 1980 to US$27 in 1990. The
reasons for this are that there have been major bottlenecks in transport, in capital mobilisation
to provide facilities expected by tourists, in the provision of infrastructure, and excessive
regulatory constraints on entry to the destination. Also, while tourism activity has been
concentrated in the Kathmandu Valley in and around the capital and its international airport,
there is a recognition that some of the other areas where tourists have congregated are
environmentally fragile and that it is desirable that future growth in tourism be distributed
across locations that can be managed more easily. In particular, one recent study into tourism
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development recommended a strategy of dispersion based on the regional airports at Nepalgunj
and Biratnagar (Touche Ross 1990).
The main destinations for tourists travelling from Kathmandu are Pokhara with its views of the
Annapurna Range, Lukla and Jomsom for trekkers, Meghauli for visitors to the wildlife
reserves in Chitwan, and Bhairawa for visits to Lumbini, the birthplace of Buddha (Figure 3).
Although Nepal is a small country, there are considerable difficulties facing the tourist wishing
to move around the various attractions using road transport. For example, access from
Kathmandu to the two main destinations for tours, P khara and Chitwan, is along a busy,
narrow road that winds its way beside a river valley and traffic periodically is delayed because
of landslides. The best roads and airports are in the Terai and most of the country's 43 licenced
airports are in the hills where road access is, at best, poor. Thus, air transport is a vital
resource in promoting regional dispersion of tourism, but at the same time it has been
perceived to be a constraint because of its inadequacies.
Figure 3: Main Tourist Attractions in Nepal
Kathmandu
Pokhara
Jomsom
Lukla
Meghauli
Bhairawa
(trekking)
(trekking)
(Lumbini - Birthplace of Buddha)
(Chitwan wildlife parks)
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RNAC, until recently, the sole domestic airline, has been operating on most of its routes with
average annual seat factors in excess of 80 percent, and the important tourist routes often
reach 100 percent in the peak periods. This observation highlights a key point. Past levels of
airline demand in Nepal have been determined by decisions about where capacity will be
allocated, and the high average seat factors are evidence that the traffic figures do not reveal
the true extent of demand. The airline operates scheduled services to 38 points inside Nepal
with its fleet of 3 HS-748's, 9 Twin Otters and one Pilatus Porter. The Twin Otters are used to
provide scheduled services on domestic services with the exception of Bhairahawa, Biratnagar,
Janakpur, Meghauli and Nepalgunj which are served also by the HS-748's. The Pilatus Porter
is used on charter work. Also, the popular mountain flights from Kat mandu have been served
by RNAC with its Boeing 727's and HS 748's. These aircraft are well suited to operations in
Nepal, but weather conditions and other constraints combine to delay flights or, in some
circumstances, to cause cancellations. By international standards punctuality of RNAC
domestic flights is very poor. With its high seat factors on the most popular routes with
tourists, the airline is somewhat constrained in its ability to reschedule and re-book passengers
on later flights. In short, there has been an urgent need to add to airline capacity.
This problem is reflected in the slow growth in domestic air travel relative to the growth in
international arrivals by air during the past decade. For example, over the period between
1985/86 and 1990/91, domestic air traffic grew by 3.8 percent per annum compared to
international air arrivals over the comparable calendar year period of 8.3 percent per annum.
The overwhelming majority of non-Indian visitors to Nepal arrive and depart by air, but fewer
than 30 percent use RNAC's domestic services. In 1991/92, the total number of passengers
travelling on domestic services was 309,429, approximately one-quarter of whom w e
foreigners.
Table 2 shows that the foreigner traffic is concentrated on a small number of the more dense
routes in the network. Just three routes, one of which is a "scenic" flight over the mountains,
attract 70 percent of tourist traffic and another five routes account for an additional 22% of the
foreigner traffic. Also, Table 2 illustrates the degree of concentration of traffic generally. Eight
routes have almost half of the total traffic and three-quarters of RNAC's routes generate fewer
than 3,000 passengers each year and contribute only one-third of total traffic. These same low
density routes tend not to attract significant demand from the higher yield, foreign traffic.
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Table 2: Distribution of Domestic Airline Passenger Traffic
Annual Traffic Number of Share of Share of Share of
(passengers in each direction)Routes Total Traffic Foreign All Foreign
%
on route
%
Traffic
%
More than 25,000 1 16 60 37
15,000 to 25,000 1 10 12 5
10,000 to 15,000 1 6 63 15
5,000 to 10,000 4 17 24 17
3,000 to 5,000 7 14 2 1
2,000 to 3,000 13 18 5 3
1,000 to 5,000 10 10 12 5
Less than 1,000 14 4 1 0
Mountain Flight 1 5 100 18
Total 52 100 26 100
Source: Adapted from RNAC Operating Plan 1992/93.
Previous studies have indicated that the revenue earned by RNAC on its domestic services
covers approximately 80 percent of its costs and that only a minority of routes is profitable.
The fares charged to Nepalese residents are low by any standards and it has been claimed in
one recent report that revenue on some routes barely covers fuel costs (T cnEcon et al 1989).
The differential in fares between Nepalese residents and foreigners guarantees that there is a
large cross-subsidy from one group to the other. A statistical relationship exists between fares
charged to foreigners and block times, and this exhibits a flag-fall and a variable amount, but
the structure of the fares levied on residents is influenced by other factors (Morrison 1992).
The subsidies appear to be higher on the longer routes out of Ka hmandu into western hill
regions, but the pattern is highly variable and is not based simply on factors such as the lack of
all-weather road access.
THE NEED FOR CHANGE IN THE AIRLINE INDUSTRY
His Majesty's Government of Nepal, in common with many countries, has been concerned
about the efficiency of its government business enterprises. Also, the private sector has been
relatively weak in Nepal and it has focused its energies on trade and real estate. In recent years,
the Government has signalled its desire to increase the scope for private sector participation in
a wider range of activities and, in its Eighth Plan for the period 1992 to 1997, the Government
affirmed that the restrictive economic policies of the previous thirty years were to be
abandoned and that the aim was to ... transform the economy into an open, liberal,
transparent and competitive market oriented economy (National Planning Commission 1992:
7).
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As a result, licencing has been abolished in many areas of industry and steps have been taken to
privatise a small number of non-performing manufacturing companies considered to be
commercially viable, but there is an expressed intention to proceed with further liberal sation
and privatisation. Since RNAC has been the only government business enterprise to maintain
profitability since its formation, it is not foremost among the concerns of the Government in its
privatisation programme.
At the same time, though, development of the tourism sector has become a priority as the
government has recognised that tourism has become one of the few prospects available to
increase the nation's foreign exchange income (Touche Ross 1990). In His Majesty's
Government of Nepal's Eighth Plan, a target of 475,000 foreign visitors was set for 1995,
rising to 953,000 in 2010. The plan is to pursue innovation and control in the central region,
while tourist activities that have proven to be successful in Nepal are developed in the eastern
and western regions. Development of civil aviation is regarded as a key element in this
strategy, especially in promoting western areas of the country.
A succession of reports on transport, tourism and aviation has drawn attention to RNAC's lack
of reliability, going beyond the bounds of what could be regarded as being unavoidable given
local operating conditions. RNAC is working to improve its efficiency by developing
Biratnagar and Nepalgunj as regional hubs for services into the hill regions in the east and
west, respectively. This will allow RNAC to rationalise its services, ceasing some of the longer
flights from Kathmandu that are not suited to Twin Otter operations in favour of connecting
flights through the hubs and using its higher-capacity aircraft more effectively. Other benefits
likely to arise from the proposed rationalisation of services are more efficient cargo operations
into the hills of western Nepal and less exposure to fog delays at Kathmandu.
In general, RNAC's maintenance service standards, its reservations system and its facilities for
passengers in terminals have been found wanting. A particular issue in relation to competition
policy is that RNAC has failed to supply adequate capacity on its tourist routes. By 1991, the
Government found itself under considerable pressure to approve charter airline operations
service to cater for what was perceived to be a large unmet demand and as a result introduced
a more liberal, pro-competitive policy to the domestic aviation sector.
Before examining the implications of these changes, it is necessary to examine a major
constraints on the development of tourism, the lack of infrastructure and services at airports
and its consequences for operations, safety and comfort of passengers. Many of the smaller
airports can be described as "common user" facilities, but the key terminal in Kathmandu is
controlled by RNAC. Already heavily congested, there has been a lack of capacity for the new
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entrant airlines and this critical airport suffers conditions that are poor by any standard.
Facilities for passengers at all regional terminals are sub-standard for the needs of tourists, but
is especially the case at the important tourist airports at Pokha a (Annapurna region), Lukla
(Everest area), Meghauli (Tiger Tops), and Bhairawa (near Lumbini - birthplace of Buddha).
More seriously, all regional airports have damaged runways in need of urgent repairs, fire
fighting and rescue capabilities are totally inadequate, most h v  barely sufficient security and
air traffic control procedures. In short, operational standards are sub-standard and safety levels
are unacceptable.
The Department of Civil Aviation (DCA), the authority responsible for the airports, in
common with RNAC, has suffered from a general inertia and inability to fulfil corporate and
organisational objectives and to respond to market conditions. Communications within and
between organisations have been ineffective and neither RNAC nor DCA has the confidence of
the private sector. Fundamental problems have been that both organisati ns have not been
structured to provide optimal levels of service to their respective "customers" or to the tourism
industry, and the DCA has lacked an effective means of recovering costs from users. Over a
long period of time, the cumulative effect of a lack of investment in infrastructure, neglect of
maintenance and training and development of staff is that the domestic aviation industry has
not been positioned to provide the support required o expan high value-added tourism.
Equally as important, it is unlikely that the safe carriage of Nepalese nationals can be
guaranteed. Under-equipped, under-staffed and stifled by an inactive bureaucracy, the air
transport system in Nepal is not able to support and stimulate economic growth, either from
trade or tourism.
LIBERALISATION - A NEW ERA
As part of the reforms introduced with the Eighth Plan, the private sector was invited in May
1992 to commence operating commercial airline services on domestic routes. Two carriers,
Everest Air and Nepal Airways were lic nced and commenced immediately and hey were
joined in September of the same year by N conAir. A fourth operator, Himalayan Helicopters
has entered the market with a single Bell helicopter.
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Table 3: New Entrant Aircraft Fleets
Airline Aircraft Type Number of
Aircraft
Seats per Aircraft
Nepal Airways Yak 12 3 17
Everest Air Dornier 3 15/19
Necon Air Avro HS 748 2 44
Himalayan Helicopters Bell Helicopter 1 5
The three airlines operating scheduled services are based in Kathmandu and have entered
routes with the greatest concentration of traffic connecting Kathmandu with the primary tourist
centres of Pokhara, Lukla, Jomsom, Biratnagar and Nepalgunj. Though it has left the new
entrants free to enter and leave routes and to add capacity, the Government's action falls far
short of "deregulation". The Directorate of Civil Aviation retains regulatory powers over all
airlines, including RNAC, and further restrictions on the private sector airlines are that:
• aircraft must be owned and operated by Nepalese nationals
• carriers must allocate at least 40 percent of their flight hours on non-tourist routes to
fulfil "community service obligations"
• fares must be the same as those charged by RNAC except on those new routes not
previously served by RNAC
• on new routes, the private sector airlines must submit their fares to the Directorate of
Civil Aviation for approval
The additional capacity provided by the private sector airlines does not appear at this stage to
have resulted in a significant fall in load factors. Everest Air claims, for example, that it is
achieving a load factor of more than 80 percent on the main tourist routes. It has been
estimated that, if this level of performance can be sustained without reducing the loads carried
by RNAC, overall traffic levels will have increased by up to 65 percent (International
Consultants and Technocrats 1993). This appears to justify the Government's decision to allow
the private sector to enter the market.
Other early signs that the more liberal competition policy is producing beneficial results are
that, with the exception of Necon Air, the private sector airlines have introduced new
equipment. It is likely that Everest Air's Dorniers have lower operating costs than RNAC's
Twin Otters, but the airline traveller has gained by having a wider range of choice in terms of
frequency and aircraft type, but not necessarily with fare. In addition, the new entrants are
experimenting with different service arrangements. For example, Everest Air has offered a
direct service from Kathmandu to J msom and it started mountain flights from Pokhara, a
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move soon copied by Necon Air. Everest claims it would fly on the important tourist route
from Kathmandu to Lukla, but it is prevented from doing so because of the lack of
maintenance on the runway at Lukl ; the Dornier is more susceptible to under-fuselage skin
damage when operating on unsealed strips than the DHC6 Twin Otter. Though the private
sector airlines have been encouraged by the Government to invest in passenger facilities at
airport terminals, there has been little attention to this matter.
The private sector airlines are active in promoting their services, especially through the print
media, and though they are developing their sales and marketing capabilities, they all rely
heavily on local travel agents. RNAC enjoys a considerable advantage in dealing with the travel
industry, if only because of the relationships it has built up over a long period of time and
because of its international operations. It is perhaps not surprising to find that the new airlines
have been paying commissions as high as 9 percent, and special promotions such as prizes are
being used to boost demand on some routes.
It is interesting to note that, on one route Everest Air has introduced direct flights where
before there were none, and it has been given approval by the Directorate of Civil Aviation to
charge Nepalese residents a fare that is almost at the same level as applies to foreigners. By
November of 1992, there were signs that the new airlines wanted to raise the general level of
fares for residents. By the close of 1993, the fares remained unchanged while the new airlines
appeared to be thriving. Nevertheless, it will not be surprising, in view of the wide differential,
if there are pressures to increase the fares for residents on some routes. If the average yield is
set too low, the private sector airlines will have little choice but to prune their costs, and there
is an obvious danger that this could je pardise reliability or, even more serious, safe
operations.
So far, RNAC has not mounted a major competitive response to its new rivals, focusing its
energies on the development of Nepalgunj as a hub and improving its communications system
for reservations on some of the key routes. Indeed, it has cooperated with the new entrants by
setting aside a small amount of space in its crowded terminal at Kath andu. Though it is
unlikely that RNAC will wish to remain passive if it finds its traffic and yields falling, it will be
somewhat constrained. RNAC has indicated in the past that it would like to re-equip with new
aircraft and to expand its capacity, but it remains seriously under-capitalised and over-staffed,
and its management is poorly placed to cope with a dynamic, competitive environment.
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CONTINUING CHALLENGES
The initial stage of the liberalisation policy appears to have had a reasonable degree of success.
New entrants have emerged and do not seem, in general, to have encountered major barriers to
entry. Despite previously weak private sector participation in activities as complex as aviation,
the new entrants have developed management and operating teams and have been able to
acquire aircraft. This is not to say that there have been no problems. Indeed, RNAC has been
expected to support the new entrants at least in terms of making terminal space available and
through some maintenance support, and the state of some key airports has meant that the new
entrants have not been free to serve some of the most desirable routes. An important outcome
has been that the amount of capacity increased substantially, and passengers have been offered
a greater range of choice of flight times, service levels and equipment.
Nevertheless, there are some problematic areas with the current regulatory framework.
Foremost among these is a determination of the role of RNAC in the future. RNAC's dom stic
fleet is much larger than those of its new r vals and it draws 85 percent of its revenue from its
international traffic. It possesses considerable market power as a result of this, in part because
it is able to feed its international traffic onto its domestic services and also because it dominates
sales by travel agents in Nepal. Prior to deregulation, it appears that RNAC's 13 profitable
domestic routes just earned sufficient surplus to cover losses on the remaining 42 routes.
Should increased competition for the tourist traffic result in losses of revenue accruing to
RNAC, it would have little option but to cross-subsidise its domestic operations from its
surpluses on its international operations. Yet the new entrants have been expected to offer at
least 40 percent of their flight hours on "non-tourist" routes without the capability of cross-
subsidising losses on domestic services with the profits from other activities.
The current set of regulatory mechanisms sits on an uneasy foundation. The structure of the
incentives is such that the private sector airlines will be tempted to maxi is  the carriage of
foreigners and to minimise carriage of domestic residents. The current regulation on the
allocation of capacity can be interpreted several ways, and it leaves the private sector airlines
with more scope to manage their yield than RNAC. For one thing, the rate of cost recovery
even on the non-tourist routes varies widely and the private sector airlines have, not
surprisingly, introduced their services on the densest of these routes where tariffs have been at
the higher end of the range. Furthermore, the requirement to allocate capacity on non-tourist
routes does not guarantee that the new entrants will share equally in carrying low-yield traffic.
The probability is that, over time, RNAC will be left with the greatest part of the burden of
subsidising residents' travel and, unless it can continue to subs dise its domestic operations
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from profits earned elsewhere, it will have to make some form of response. Alternatively, the
Government might choose to administer the requirement on capacity allocation strictly but
there is a significant risk that this would result in an inefficiently high level of capacity. This is
because there are marked differences in the seasonal peaks in the traffic levels of the two
groups (Morrison 1992) and it is difficult to regulate capacity and fares when there is a mix of
low and higher density routes (Forsyth 1992).
One option for RNAC is to compete more aggressively with its smaller rivals for the profitable
foreigner traffic. In this case, it must be recognised that RNAC is in a position where it can,
directly or indirectly, exploit its competitive advantages. It could, for example, reduce its
degree of cooperation that it now extends to the new airlines. Also, it could take advantage of
its ability to feed traffic from its international operations to its domestic services and it could
put pressure on travel agents.
Another possibility is that RNAC might request that the Government allow it to raise its fares
or allow it to withdraw from some routes. Should the Government permit RNAC to charge
higher fares, it might require the private sector airlines to follow suit. To the extent that the
burden of the increased fares falls on foreigners, it might appear that this is compatible with the
underlying objective of earning more from tourism, but it is not clear that this is the best use of
these scarce resources.
A key lesson that has been learned about airline regulation in developed countries is that
controls on fares inevitably lead airlines to compete amongst each other by increasing their
capacity and their service levels, especially by offering greater frequency and by providing
more direct services. This raises costs and reduces load factors and the regulator faces
successive requests to increase fares. In general, there is little incentive for airlines to operate
in the most efficient way and, over time, the airlines become less productive. Again, any
benefits of earning more from tourists' use of air travel will be diminished if they are
accompanied by the purchase of aircraft capacity at inefficiently high levels or if there is over-
staffing and over-payment in the airlines.
Turning to the supporting infrastructure and services provided by the DCA, note has been
taken of the serious safety situation that prevails throughout the network of airports in Nepal.
A recent study has expressed a strong view that this safety situation is placing earnings from
foreign tourists at risk, and it identified areas of operations that require investment, training
and strengthening of institutional arrangements primarily to bring domestic civil aviation in
Nepal to a safe level by international standards (Intercontinental Consultants and Technocrats
1993).
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Nepal, in common with other countries attempting to provide extensive, complex and
necessarily sophisticated air transport systems is seriously impeded in this objective by
constraints on the availability of trained manpower, funds and physical resources. The country
of necessity must have an effective network of air services to support not only soci -economic
growth in tourism and trade, but also to meet the imperatives of social development needs at
village and community level.
The lack of resources and other institutional impediments has over time led to the increasingly
rapid degradation of supporting infrastructure which in turn now threatens the achievement of
these socioeconomic needs. The difficulties faced by the DCA, and de facto by the airlines, are
exacerbated by the rugged terrain and inaccessibility of many airports and local strips in the
country. For example, under-funding and the DCA's inability to maintain some strips has led
airlines to provide essential maintenance themselves, simply in order to keep their services
operating. At Lukla, the busy airstrip serving the Everest region, the remains of deceased
aircraft litter the edges of the runway posing substantial risk to aircraft movements. The
problem is not so much a lack of will to move the debris but the cost of doing so in such a
remote location which is simply beyond the budgeted resources of the DCA.
The major impediments to tourism and the delivery of social services, however, occur with
operational standards, facilitation and air safety. Nepal, a member of the International Civil
Aviation Organization (ICAO) is required as a signatory to the Chicago Convention on Civil
Aviation to observe international standards. The lack of funding and skilled manpower has
prevented the DCA from fulfilling this obligation. The gateway to Nepal, Ka hmandu
International Airport, itself a key to national growth, does not conform to ICAO Standards and
Recommended Practices (SARPS) with regard to the level of Rescue and Fire Services (RFFS)
available. It is extremely unlikely that RFFS at Kathm ndu could deal effectively with a major
aircraft accident at the airport due to the inadequacy of the equipment and the lack of support
from metropolitan fire services that are vital under these circumstances.
Domestic terminal facilities at Kathmandu are not appropriate to the policy objective of
attracting and capturing high yield/long staying tourist traffic. Tourists of the required ocio-
economic profile, whilst expecting some reduction in airport comfort levels, are not prepared
to suffer crowded and uncomfortable conditions. Whilst the passengers travelling into remote
strips such as Jomsom and Lukla might expect sub-standard facilities, it is not appropriate at
the capital's airport. The situation arises, partly because RNAC owns and controls the domestic
terminal, but primarily because the DCA is not structured, trained or organis to exert
influence over the operation. This is untenable from the point of view of managing the airport
system and the situation needs to be remedied through government intervention.
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The DCA could, however, introduce a number of relatively inexpensive improvements. For
example, the inadequacies of the RFFS at Kathmandu and other airports can be improved
through the adoption of jointly agreed Aerodrome Emergency Plans (the current edition
proving impossible to implement through inter-agency disagreement), increased frequency of
training, and the allocation of at least the minimal amount of funds needed to purchase RFFS
equipment and enhance Air Traffic Control training equipment, Another major accident
occurring in the Kathmandu Valley could well lead to a significant reduction in visitors (there
were two international aircraft lost as a result of crashes in the Kat ma duValley in 1993).
Similarly, the improvement of regional air strips can be undertaken on a least cost approach.
Although ICAO SARPS do not have to apply to domestic airports they are a sound guide for
operational safety standards and should wherever possible b  a plied. Thus, at aerodromes and
strips where flight safety or passenger facilitation is compromised the application of
preventative maintenance programmes and management control could dramatically improve a
situation having the potential to deter tourist visits.
Also, these areas of difficulty could be overcome with the removal of institutional barriers by
reorganising the DCA into a customer oriented organisation. This would enhance dialogue
between the regulators (the DCA), the operators (the airlines and general aviation) and the end
users (the passengers). Such organisational redirection need not be expensive or punitive, it
would however ensure the optimum use of assets and resources in support of national policy
objectives. Taking a long term view there is a case to be made for the DCA to be converted
into a Civil Aviation Authority which would provide for greater flexibility and authority over
the civil aviation system allied to the need to perform to pre-determined operational and
financial targets.
There is a further need to generate funds for essential capital and operational works and
services. This can be achieved readily through a "user-pays" policy whereby the use of
expensive assets, such as runways and navigational aids, by the operators is recovered as a
function of usage. It is neither practicable nor reasonable for the government to bear the
development costs of air transport in isolation, particularly if the private sector operators wish
to access the benefits of increased volumes of traffic. The new entrants do not seem to have
any difficulty with this concept, their principal interest being in ensuring that the infrastructure
is safe and consistently available.
Finally, as with many other developing countries, Nepal has demonstrated an excessive reliance
upon solutions that are capital intensive as opposed to skills based ones. The ability of the
DCA to implement projects and manage change is negated by the availability of "in-house"
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skills and competencies. The constant addition of internally and externally funded projects
simply adds to the management load upon the DCA resulting in further deterioration of the
system as a whole. The long term effectiveness of the sector cannot be assured unless there is a
shift in emphasis towards embedding technical and managerial skills through institutional
strengthening policies and programmes for both the DCA and RNAC.
While the government reaction to promoting tourism has been the limited deregulation of air
transport services, there has not been a corresponding response to managing the remainder of
the system. A fragmented approach serves only to undermine and negate any government
efforts at macro reform in the vital air transport sector of the economy. It follows that if
tourism earnings in Nepal are to be maximised, then a holistic approach to system management
is required in order to provide a seamless tourist transportation product. Th s a proach may
include, for example, the re-organisation of the DCA or the establishment of a Civil Aviation
Authority, the upgrading of skills in RFFS, ATC and airport management, the implementation
of a long term capital works plan, the application of preventative maintenance progr mmes and
the introduction of policies designed to achieve a reasonable measure of cost recovery. The
long term effects of not establishing such broadly based policy goals and strategies, which
encourage market driven efficiencies and provide for the sustainability of air transport services,
may well serve to je pardise a major source of income for Nepal.
CONCLUDING COMMENTS - SOME OF THE LESSONS FROM THE
NEPAL CASE
Aviation policy has changed markedly in Nepal as a result of general trends in government
attitudes to regulation and its government business enterprises, but also it has been a response
to concerns that the government airline was unable to cater for growth in services to tourists.
Though there have been grounds for criticism of RNAC's performance, liberalisation of airline
competition does not appear to have been the result of government dissatisfaction with its
regulatory mechanisms, nor has the government placed a high priority on reform of RNAC. At
this stage, the regulatory body retains its position as the arbiter on fare levels and fare
structures and the government airline remains in tact. The Government retains control over
further entry and it has some say over which routes the private sector airlines will serve but, in
the process, RNAC's position has been weakened.
The long-standing policy of requiring the national airline to cross-subsidise travel by residents
from the profits earned from foreigners will be difficult to maintain unless the government is
able to achieve strict enforcement of its regulations, recognising that this in itself is likely to
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create significant inefficiencies in the airline system over a period of time. Alternatively, it
might seek to pursue its social equity objectives in a way that does not interfere with the
measures to liberalise airline competition. Aviation is expected to play a critical role in the
continued development of the most promising sector of the Nepalese economy in terms of its
ability to earn foreign exchange, and the government will undoubtedly face critical decisions as
its polices evolve.
This is not an uncommon set of circumstances in less developed countries, including large
populous nations such as China and India. In particular, some of the contextual factors in these
countries are that:
• resources available for aviation are constrained
• aviation is expected to play a key role in national development and in the pursuit of
social equity goals, especially since surface transport into some areas is rudimentary
• the lack of a strong private sector has led government to operate airline services,
usually committing the national airline to domestic as well as international services
• demands exist for improvements in aviation standards and capacity to promote
international tourism as part of a strategy for economic development
• pressures on the government to allow the private sector to fill the void
• an inability to develop and implement effective policies and sector strategies due to
centralised government control and the lack of skilled manpower
• a lack of institutional resources to satisfy both commercial and developmental needs
• excessive reliance upon capital-intensive solutions funded by aid agencies instead of
adopting a "bottoms-up" approach which provides for institutional strengthening
At best, the less developed country's airline is marginally profitable and the nation cannot
afford for it, or any new private sector airlines, to earn large losses. The initiative to liberalise
the aviation market tends to be seen as a way of injecting more capital into the commercial
aviation system and as a way of increasing the scope for the private sector to participate in an
important sector of the economy, but there are significant risks involved. Basic infrastructure
and services remain weak and it is unlikely that this situation will improve simply because new
airlines have entered the market. In fact, the situation is more likely to deteriorate as facilities
become more congested and over-used.
There is a need for governments pursuing a liberal approach to airline competition to r cognis
that there is an even greater need to strengthen institutions responsible for the provision of
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airports, air traffic control and maintenance of air safety. At the same time, there are difficult
regulatory issues to be addressed. The basic needs of capital and organisatio  might be
introduced by the private sector, but it is necessary to weigh up the benefits of this against the
loss of control the government is almost certainly about to experience in its aviation sector.
The efficiency of the civil aviation system is more likely to be achieved when managers of the
airlines and of the aviation authorities are  placed in a position where they have clear and
unambiguous objectives, a "hybrid" or "evolutionary" approach to libe alisation is likely to
result in serious inefficiencies. At all costs, governments should avoid arrangements that
require the establishment of regulatory bodies and bureaucratic control to monitor competition
and to provide subsidies.
Finally, governments should not use the entry of private sector airlines as an excuse for
neglecting their own airlines. National airlines are important assets that should not be left to
wither through a lack of investment, continuation of orga isational and management
weaknesses and general impediments to performance in a competitive environment. At the
same time, the government airline is likely to be in a privileged position, especially if it is able
to carry international passengers. In the end result, less developed countries will find, as have
the developed countries, that partial deregulation, continued ownership of the national airline
and insistence on maintaining unprofitable services as community service obligations are
policies that are incompatible.
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